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OATH OR AFFIRMATION

|, Donald A. Ritcheson , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

FTN Financial Securities Corp . , as
of December 31 ,2012 , are true and correct. 1 further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

\\\\\\\umm,,// Signature
\\\\\\ ¢\ MUE[( //,/
DG e .
S Sgme P Zchief Financial Officer
s Title

Notary Pubkc ‘%
%, "TE Y

This report ** contains (check all applicable %zgég)z,,ffl\:“?\\\ &

3 (a) Facing Page. Miseinn EXO¢

B (b) Statement of Financial Condition.

0 (c) Statement of Income (Loss).

O (d) Statement of Changes in Financial Condltlon

[0 (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

0O (f Statement of Changes in Liabilities Subordinated to Claims of Creditors.

O (g) Computation of Net Capital.

[ (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

O (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

O () A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

@ (1) An Oath or Affirmation.

O (m) A copy of the SIPC Supplemental Report.

O (n) A reportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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KPMG LLP

Suite 900

50 North Front Street
Memphis, TN 38103-1194

Report of Independent Registered Public Accounting Firm

The Board of Directors and stockholder
FTN Financial Securities Corp:

We have audited the accompanying statement of financial condition of FTN Financial Securities Corp (the
Company), a wholly owned subsidiary of First Tennessee Bank National Association, as of December 31,
2012, that is filed pursuant to Rule 17a-5 under the Securities Exchange Act of 1934, and the related notes
to the statement of financial condition (the financial statement).

Management’s Responsibility for the Financial Statement

Management is responsible for the preparation and fair presentation of this financial statement in
accordance with U.S. generally accepted accounting principles; this includes the design, implementation,
and maintenance of internal control relevant to the preparation and fair presentation of the financial
statement that is free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on the financial statement based on our audit. We conducted our
audit in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statement is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statement. The procedures selected depend on the auditors’ judgment, including the assessment of
the risks of material misstatement of the financial statement, whether due to fraud or error. In making those
risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statement in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation of the financial statement.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.
Opinion

In our opinion, the financial statement referred to above presents fairly in all material respects, the financial
position of FTN Financial Securities Corp as of December 31, 2012, in accordance with U.S. generally
accepted accounting principles.

KrPMe LIP
Memphis, Tennessee : '
February 25, 2013

KPMG LLP is a Delaware limited liabitity partnership,
the U.S. member firm of KPMG International Cooperative
("KPMG International “}, a Swiss entity.




FTN FINANCIAL SECURITIES CORP

(A Wholly Owned Subsidiary of

First Tennessee Bank National Association)

Statement of Financial Condition
December 31, 2012

Assets

Cash and cash equivalents

Cash segregated for regulatory purposes
Securities owned, at fair value

Securities purchased under agreements to resell
Securities borrowed

Receivable from customers

Receivable from brokers and dealers
Receivable from clearing organizations
Accrued interest receivable

Furniture, equipment, and leasehold improvements, net
Deferred tax asset

Other assets

Total assets

Liabilities and Stockholder’s Equity

Securities sold, not yet purchased, at fair value
Securities sold under agreements to repurchase
Long-term secured borrowing

Payable to customers

Payable to brokers and dealers

Due to FTBNA, net

Deferred tax liability

Accrued compensation and benefits

Accrued interest payable

Other accrued expenses

Total liabilities

Stockholder’s equity:
Common stock, $1 par value per share. Authorized, issued, and
outstanding 1,000 shares
Additional paid-in capital
Retained earnings
Accumulated othér comprehensive loss

Total stockholder’s equity

See accompanying notes to financial statements.

51,040,336
3,000,000
379,933,912
84,500,625
182,447,378
33,792,908
3,191,977
3,253,603
2,435,351
12,546
782,304
564,006

744,954,946

269,044,922
61,940,000
1,668,460
3,622,269
34,130,743
2,765,041
935,141
4,429,361
2,103,563
340,099

380,979,599

1,000
118,622,165
246,642,053

(1,289,871)

363,975,347

744,954,946
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FTN FINANCIAL SECURITIES CORP
(A Wholly Owned Subsidiary of
First Tennessee Bank National Association)

Notes to Statement of Financial Condition
December 31, 2012

Organization and Significant Accounting Policies

(@)

®)

(©

Organization and Operations

FTN Financial Securities Corp (the Company), a Tennessee corporation, was formed on October 30,
1998, to act as an underwriter, broker, and dealer of certain debt and equity instruments, including
corporate and municipal bonds, government and government agency securities, mortgage-backed
securities, common and preferred stocks, and other asset-backed securities, and derivatives thereof,
The Company is also permitted to engage in investment banking services. The Company was
capitalized on January 19, 1999 as, and continues to be, a wholly owned subsidiary of First
Tennessee Bank National Association (FTBNA), which is a wholly owned subsidiary of First
Horizon National Corporation (FHN).

The Company is registered as a securities dealer with the Securities and Exchange Commission

(SEC), the Financial Industry Regulatory Authority (FINRA), the Municipal Securities Rule Making

Board, and with various state agencies. As such, the Company is subject to the rules and regulations
of these federal and state regulatory agencies. As a subsidiary of a national bank, the Company is
also subject to the rules and regulations of the Office of the Comptroller of the Currency.

The Company is a self-clearing broker/dealer and transacts business with non-broker/dealer
customers in delivery versus payment/receipt versus payment accounts, but does not custody funds

_ or securities on behalf of such customers.

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting
principles (GAAP) requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenue and expenses during the reporting period.
Actual results could differ from those estimates.

On an ongoing basis, the Company evaluates its estimates and assumptions, including those related
to fair value measurements and income taxes. These estimates and assumptions are based on
management’s best estimates and judgments. Management adjusts such estimates and assumptions
when facts and circumstances dictate. The Company bases its estimates on historical experience and
the current economic environment and on various other assumptions that are believed to be
reasonable under the circumstances, the results of which form the basis for making judgments about
the carrying values of assets and liabilities not readily apparent from other sources. Fair value
measurements are potentially subject to material changes in the near term. Actual results could differ
significantly from those estimates.

Resale and Repurchase Agreements and Securities Borrowed Transactions

Transactions involving short-term purchases of securities under agreements to resell (reverse
repurchase agreements), short-term securities borrowings under securities borrowing agreements
(securities borrowed), or sales of securities under agreements to repurchase (repurchase agreements)

3 (Continued)
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FTN FINANCIAL SECURITIES CORP
(A Wholly Owned Subsidiary of
- First Tennessee Bank National Association)

Notes to Statement of Financial Condition
December 31, 2012

are generally entered into with third-party broker/dealers. These agreements are accounted for as
collateralized financings except where the Company does not have an agreement to sell the same or
substantially the same securities before maturity at a fixed or determinable price. As of
December 31, 2012, all of the Company’s securities purchased under agreements to resell were
recognized as collateralized financings. It is the Company’s policy to obtain possession of the
securities purchased under agreements to resell and securities borrowed, consisting primarily of
U.S. government securities and corporate bonds. :

Cash and Cash Equivalents

Cash and cash equivalents as presented in the statement of cash flows include cash on hand and due
from banks and exclude cash segregated for regulatory purposes. The Company segregates cash for

regulatory purposes which include cash on deposit in a special bank account for the exclusive benefit
of customers pursuant to SEC Rule 15¢3-3.

Securities Transactions

Securities transactions are recorded on trade date, as if they had settled.
Securities owned and securities sold, not yet purchased are valued at fair value.

Furniture, Equipment, and Leasehold Improvements, Net

Furniture, equipment, and leasehold improvements consist of leasehold improvements, office
furniture and fixtures, computer equipment, and other electronic data processing equipment.
Depreciation expense for furniture, fixtures, and equipment is computed over estimated useful lives
of five to eight years using the straight-line method. Leasehold improvements are amortized over the
lesser of the economic useful life of the improvement or the term of the lease using the straight-line
method.

Derivative Instruments

The Company buys and sells securities for resale to customers. When these securities settle on a
delayed basis, they are considered forward contracts as free-standing derivative instruments. For
these free-standing derivative instruments, changes in fair value are recognized currently in earnings.
Fair value is defined as the amount the Company would receive or pay in the market to replace the
derivative as of the valuation date. Fair value is determined using available market information and
appropriate valuation methodologies, including recent transactions, quoted prices and reference to
prices for similar securities. Credit risk related to these transactions is controlled through credit
approvals, risk control limits, and ongoing monitoring procedures.

Deferred Income Taxes

Deferred tax assets and liabilities are the expected future tax amounts for the temporary differences
between carrying amounts and tax bases of assets and liabilities, computed using enacted tax rates. A
valuation allowance is required for deferred tax assets if, based on available evidence, it is more
likely than not that all or some portion of the asset may not be realized due to the inability to

4 (Continued)
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FTN FINANCIAL SECURITIES CORP
(A Wholly Owned Subsidiary of
First Tennessee Bank National Association)

Notes to Statement of Financial Condition
December 31, 2012

generate sufficient taxable income in the period and/or of the character necessary to utilize the
benefit of the deferred tax asset. There are currently no valuation allowances respective to the
Company’s deferred tax assets.

(i) Fair Value

The Company’s financial instruments are either carried at fair value or considered to be stated at fair
value due to their short term nature. The Company follows the guidance set forth in ASC 820, Fair
Value Measurements and Disclosures, including all amendments and updates, to determine the fair
value of financial instruments, the details of which are disclosed in note 5.

() Accounting Changes

In May 2011, the FASB issued ASU No. 2011-04, “Fair Value Measurements and Disclosures
(Topic 820) — Amendments to Achieve Common Fair Value Measurement and Disclosure
Requirements in U.S. GAAP and IFRSs.” ASU No. 2011-04 clarifies the application of existing fair
value measurement and disclosure requirements, changes certain principles related to measuring fair
value, and requires additional disclosures about fair value measurements. ASU No. 2011-04 is
effective for periods beginning after December 15, 2011. The Company adopted the standard on
January 1, 2012. Adoption of ASU No. 2011-04 did not materially affect the Company’s financial
condition.

Income Taxes

The Company calculates its income tax provision under the terms of a tax-sharing arrangement with FHN,
with whom it files a consolidated Federal tax return. For federal income taxes, the Company provides
intercompany charges or credits in lieu of income taxes as if the Company filed on a separate-return basis.
The Company computes state taxes at the applicable state tax rate and remits directly to the applicable state
authorities. The amount of current and deferred taxes payable or refundable is recognized as of the date of
the financial statements, utilizing enacted tax laws and rates.

As of December 31, 2012, the Company had deferred tax assets of $782,304 and deferred tax liabilities of
$935,141. As of December 31, 2012, $1,505,890 was due to FTBNA for current income taxes and is a
component of due to FTBNA, net in the Company’s statement of financial condition.

5 ‘ (Continued)




FTN FINANCIAL SECURITIES CORP
(A Wholly Owned Subsidiary of
First Tennessee Bank National Association)

Notes to Statement of Financial Condition

December 31, 2012

The components of deferred income taxes in the accompanying statement of financial condition at
December 31, 2012 are as follows:

Deferred tax assets:
Deferred tax on minimum

pension liability $ 782,304
Gross deferred tax assets 782,304
Deferred tax liabilities:

Prepaid pension 670,910
Prepaid expenses 204,457
Other 59,774
Gross deferred tax liabilities 935,141

Net deferred tax
assets/(liabilities) $ (152,837)

Management has concluded that the realization of the deferred tax asset is more likely than not as a result
of the Company’s expected ability to generate sufficient taxable income in future periods to utilize the
benefit of the deferred tax assets. Accordingly, there was no valuation allowance for 2012.

(3) Receivable from and Payable to Customers, Broker/Dealers, and Clearing Organizations

Receivable from and payable to customers and broker/dealers consist primarily of securities failed to
deliver, securities failed to receive, and securities transactions which have yet to reach their settlement
date. The amount receivable from clearing organizations consists of receivables from and deposits with
various clearing organizations. Amounts receivable from and payable to customers, broker/dealers and
clearing organizations at December 31, 2012 consist of the following;

Receivable Payable

Securities failed to deliver/receive — broker/dealer $ 2,949,612 32,773,552
Pending trades payable — broker/dealer — 993,814
Other — broker/dealer 242,365 363,377
Broker/dealer subtotal 3,191,977 34,130,743
Securities failed to deliver/receive — customer 33,791,567 3,573,900
Other — customer 1,341 48,369
Customer subtotal 33,792,908 3,622,269
Receivable from clearing organizations 3,253,603 —_
Total § 40,238,488 37,753,012

6 (Continued)
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FTN FINANCIAL SECURITIES CORP
(A Wholly Owned Subsidiary of
First Tennessee Bank National Association)

Notes to Statement of Financial Condition
December 31, 2012

Securities Owned and Securities Sold, Not Yet Purchased

As of December 31, 2012, securities owned and securities sold, not yet purchased consist of trading
securities at fair value as follows:

Securities
Securities sold, not yet
owned purchased
Corporate obligations $ 260,117,311 164,749,192
U.S. government obligations 119,789,769 104,295,730
Equity and other securities 26,832 —
Total $ 379,933,912 269,044,922

Fair Value of Assets and Liabilities

In accordance with ASC 820, the Company groups its assets and liabilities measured at fair value in three
levels, based on the markets in which such assets and liabilities are traded and the reliability of the inputs
used to determine fair value. This hierarchy requires the Company to maximize the use of observable
market data, when available, and to minimize the use of unobservable inputs when determining fair value.

Each fair value measurement is placed into the proper level based on the lowest level of significant input.
The levels are:

. Level 1 — Valuation is based upon quoted prices for identical instruments traded in active markets,

. Level 2 — Valuation is based upon quoted prices for similar instruments in active markets, quoted
prices for identical or similar instruments in markets that are not active, and model-based valuation
techniques for which all significant assumptions are observable in the market.

. Level 3 — Valuation is generated from model-based techniques that use significant assumptions not
observable in the market. These unobservable assumptions reflect our own estimates of assumptions
that market participants would use in pricing the asset or liability. Valuation techniques include use
of option pricing models, discounted cash flow models, and similar techniques.

The fair value of a financial instrument is the amount that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the measurement date. Financial
assets are marked to bid prices and financial liabilities are marked to offer prices. Fair value measurements

- do not include transaction costs. The best evidence of fair value is a quoted price in an active market. If

listed prices or quotations are not available, fair value is determined by reference to prices for similar
instruments, quoted prices or recent transactions in less active markets, or internally developed prices that
primarily use as inputs market-based or independently sourced parameters, including, but not limited to,
interest rates, volatilities, debt prices, credit curves and funding rates.

7 (Continued) .




FTN FINANCIAL SECURITIES CORP
(A Wholly Owned Subsidiary of
First Tennessee Bank National Association)

Notes to Statement of Financial Condition
December 31, 2012

Fair value of assets and liabilities measured on a recurring basis are as follows:

December 31, 2012
Total Level 1 Level 2 Level 3
Securities owned $ 379,933,912 — 379,929,204 4,708
Securities sold, not yet purchased 269,044,922 — 269,044,922 —

The Company did not fair value any assets or liabilities on a nonrecurring basis at December 31 , 2012,

Level Changes in Fair Value Measurements

For the year ended December 31, 2012, there were no transfers between levels.

The table below includes a roll-forward of the statement of financial condition amounts for the year ended
December 31, 2012 (including the change in fair value) for financial instruments classified within level 3
- of the valuation hierarchy for assets and liabilities measured at fair value on a recurring basis. When a
determination is made to classify a financial instrument within level 3 of the valuation hierarchy, the
determination is based upon the significance of the unobservable factors to the overall fair value
measurement. However, since level 3 financial instruments typically include, in addition to the
unobservable or level 3 components, observable components (that is, components that are actively quoted
and can be validated to external sources), the gains and losses in the table below include changes in fair
value due in part to observable factors that are part of the valuation methodology.

Securities
owned
(corporate
obligations)
Fair value, January 1 $ 4,708
Total realized gains (losses) included in income —
Purchases, issuances and settlements, net : —
Transfers in and/or (out) of Level 3 —
Fair value, December 31 ' $ 4,708

Other Fair Value Disclosures

The securities owned and securities sold, not yet purchased are carried at fair value on the consolidated
statement of financial condition.

8 (Continued)
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FTN FINANCIAL SECURITIES CORP
(A Wholly Owned Subsidiary of
First Tennessee Bank National Association)

Notes to Statement of Financial Condition
December 31, 2012

The following represent financial instruments in which the ending balance at December 31, 2012 is not
carried at fair value on our consolidated statement of financial condition. If the following instruments were

categorized using the above fair value hierarchy, these items would be considered level 2 for purposes of
ASC 820.

Short-Term Financial Instruments: The carrying value of short-term financial instruments, including cash
and cash equivalents, cash segregated for regulatory purposes, repurchase agreements, and securities
borrowed are recorded at amounts that approximate the fair value of these instruments. These financial
instruments generally expose us to limited credit risk and have no stated maturities or have short-term
maturities and carry interest rates that approximate market rates.

Receivables and Other Assets: Receivables from customers, receivables from broker-dealers and clearing
organizations, other receivables and certain other assets are recorded at amounts that approximate fair
value due to their short-term expected maturities.

Payables: Payables to customers, payables to broker-dealers, and certain other liabilities are recorded at
amounts that approximate fair value due to their short-term expected maturities.

Securities Sold Under Agreements to Repurchase

The Company enters into sales of securities under agreements to repurchase, with the obligation to
repurchase the securities sold reflected as a liability on the statement of financial condition. At
December 31, 2012, securities owned with a fair value totaling $74,920,794 were sold under agreements to
repurchase at prices totaling $61,940,000.

Collateral Arrangements

The Company has accepted securities, which it is permitted to repledge or sell, as collateral for securities
purchased under agreements to resell and securities borrowed transactions. At December 31, 2012, the fair
value of this collateral, including accrued interest, was $262,543,978, of which $25 1,247,126 had been
repledged or sold by the Company. The collateral is primarily received from other broker/dealers and is
used by the Company to settle related securities sold, not yet purchased transactions to hedge its long
inventory position.

Forward Contracts

The fair and settlement values of the forward contracts as of December 31, 2012 and the related gain (loss)
recognized at December 31, 2012 are as follows:

Fair Settlement Gain

value value (loss)
Buys $ 1,738,477 1,743,188 4,711)
Sells — — —

9 (Continued)
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FTN FINANCIAL SECURITIES CORP
(A Wholly Owned Subsidiary of
First Tennessee Bank National Association)

Notes to Statement of Financial Condition
December 31, 2012

The loss of $4,711 as of December 31, 2012 is included in receivable from brokers and dealers and payable
to brokers and dealers in the Company’s statement of financial condition. Gains and losses are included in
trading income in the Company’s statement of income. All forward contracts would be considered Level 2
for purposes of ASC 820.

Transactions with Related Parties

(@)

®)

Lines of Credit

The Company had a line of credit with FTBNA, with a maximum principal balance of $325 million,
which was subject to an annual renewal. The line of credit was terminated on July 21, 2012.

During 2012, the Company made interest payments related to this line of credit of $6,206.

Other Related-Party Transactions

FTBNA and FHN provide the Company certain accounting, administrative, audit, and legal functions
for a fee payable monthly, pursuant to various administrative services agreements between the
Company and FTBNA and FHN. In addition, the Company leases office space and furniture and
fixtures from FTBNA.

Certain employees operate under an informal employee-sharing arrangement between the Company
and FTBNA. Salaries and other compensation for those employees that incur time related to both
Company and FTBNA operating activities are allocated based on established policies and
procedures.

Employees of the Company participate in certain benefit programs sponsored by FTBNA or FHN,
including a defined benefit pension plan, a contributory savings plan, and a postretirement medical
plan, as well as medical and group life insurance plans. A portion of the cost of these benefit
programs has been allocated to the Company based upon the number of employees, salary levels, and

 other relevant measures. The actuarial and plan asset information pertaining to the employees of the

Company is not segregated in FTBNA or FHN pension and postretirement calculations and is
therefore not available. :

Certain employees of the Company have received nonqualified stock options issued by FHN as part
of their aggregate compensation the cost of which is not reimbursed to FHN by the Company.

From time to time, the Company enters into standard fixed-income securities trades with FTBNA.
These transactions are executed and settled in the same manner as if they were arm’s length
transactions with third parties.

All of the Company’s cash is held in a noninterest bearing checking account with FTBNA.

The Company holds segregated cash in a special reserve bank account for exclusive benefit of

customers pursuant to FINRA requirements. This account is a noninterest-bearing checking account
with FTBNA.

10 (Continued)




FTN FINANCIAL SECURITIES CORP
(A Wholly Owned Subsidiary of
First Tennessee Bank National Association)

Notes to Statement of Financial Condition

December 31, 2012

As of December 31, 2012, the Company had a net payable balance of $2,765,041 to FTBNA as a
result of various nontrade related transactions. There are no specific payment terms related to this
receivable and all related-party transactions are settled periodically throughout the year.

The transactions with FTBNA and affiliates described above and the effect thereof on the
accompanying financial statements may not necessarily be indicative of the effect that might have
resulted from dealing with nonaffiliated parties.

(10) Furniture, Equipment, and Leasehold Improvements

Furniture, equipment, and leasehold improvements consist of the following at December 31, 2012:

Furniture and equipment $ 310,754
Communications and computer equipment 81,041
Leasehold improvements and other fixed assets 254,751
646,546
Less accumulated depreciation and amortization (634,000)
$ 12,546

(11) Regulatory Requirements

The Company is subject to the SEC Uniform Net Capital Rule (Rule 15¢3-1), which requires the
maintenance of minimum net capital, as defined. The Company has elected to use the alternative method
permitted by this rule, which requires that minimum net capital be maintained at the greater of $1,000,000
or 2% of aggregate debit items computed in accordance with the formula for determination of reserve
requirements pursuant to Rule 15¢3-3 of The Securities Exchange Act of 1934 (the Act), as defined. At
December 31, 2012, the Company’s net capital, as defined, totaled $282,390,626, which was $281,390,626
greater than its required net capital of $1,000,000.

In accordance with Rule 15¢3-3 of the Act, as required, the Company segregates certain funds or qualified
securities in accounts designated for the exclusive benefit of customers. Based on the computation for
determination of reserve requirement at December 31, 2012, no funds were required to be segregated,
however the Company chose to segregate $3,000,000 of cash for the exclusive benefit of customers.

11 (Continued)




FTN FINANCIAL SECURITIES CORP
(A Wholly Owned Subsidiary of
First Tennessee Bank National Association)

Notes to Statement of Financial Condition

December 31, 2012

(12) Commitments and Contingencies

Some contracts that the Company enters into in the normal course of business include indemnification
provisions that obligate the Company to make payments to the counterparty or others if certain events
occur. The indemnification clauses are often standard contractual terms and were entered into in the
normal course of business based on an assessment that the risk of loss would be remote. Since there are no
stated or notional amounts included in the indemnification clauses and the contingencies triggering the
obligation to indemnify have not occurred and are not expected to occur, the Company is not able to
estimate the maximum potential amount of future payments under these indemnification clauses. There are
no amounts reflected on the accompanying statement of financial condition as of December 31, 2012
related to these indemnifications.

The Company is a party to financial instruments and commitments in the normal course of business to
conduct trading activities with customers and broker/dealers, and manage market risks. These financial
instruments and commitments include forward commitments to purchase and sell securities, securities sold
not yet purchased, securities purchased and sold on a when-issued basis (when-issued securities), and firm
underwriting commitments. These instruments and commitments involve, to varying degrees, elements of
credit and market risk. Credit risk is the possibility that a loss may occur because a party to a transaction
fails to perform according to the terms of the contract or the creditworthiness of the issuer of a security
declines. Market risk is the possibility that a change in interest rates will cause an unfavorable change in
the value of a financial instrument.

The Company controls the credit risk arising from these instruments and commitments through its credit
approval process and through the use of risk control limits and monitoring procedures. It evaluates each
issuer’s, customer’s, or other broker/dealer’s creditworthiness on a case-by-case basis. If collateral is
deemed necessary to reduce credit risk, the amount and nature of the collateral obtained is based on
management’s credit evaluation of the other party. Based on the Company’s assessment of each of its
counterparties, except for the collateral arrangements described in footnote 7, no additional collateral was
required by the Company at December 31, 2012.

The market risk associated with trading financial instruments and commitments, the prices of which
fluctuate regularly, is managed by imposing limits as to the type, amounts, and degree of risk that traders
may undertake. These limits are approved by senior management, and the risk positions of traders are
reviewed on a daily basis to monitor compliance with the limits.
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Contingent liabilities arise in the ordinary course of business, including those related to lawsuits,
arbitration, mediation, and other forms of litigation. Various litigation matters are threatened or pending
against the Company. In view of the inherent difficulty of predicting the outcome of these matters,
particularly where the claimants seek very large or indeterminate damages, or where the cases present
novel legal theories or involve a large number of parties, or where claims are possible but have not been
brought, the Company cannot reasonably determine what the eventual outcome of the pending matters will
be, what the timing of the ultimate resolution of these matters may be, or what the eventual loss or impact
related to each matter may be. The Company establishes loss contingency liabilities for litigation matters
when loss is both probable and reasonably estimable as prescribed by applicable financial accounting
guidance. A liability generally is not established when a loss contingency either is not probable or its
amount is not reasonably estimable. If loss for a matter is probable and a range of possible loss outcomes
can be estimated, accounting guidance generally requires a liability to be established at the low end of the
range. At December 31, 2012, there were no pending or threatened litigation matters as to which the
Company had determined that material loss was probable or had established a material loss reserve.
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